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COMPLETION OF THE ACCOUNTING PERIOD 


Text No. 5 
1. INTRODUCTION or op Bone 


The transfer or’ closing 6f all nominal elements indirectly to capital 
represents what is known as: "closing the books", In’order to understand 
this procedure, it should be kept in mind that the nominal accounts remain 
open for a. definite period of time commonly referred to as the account ing 
period. They are in fact subordinate to the Capital account; inasmuch as 
they contain income and expense data for analytical and statistical pur-—- 
‘poses. ‘Comparison of statistical information for different accounting 
periods is made primarily to ascertain variations and trends. It is 
therefore necessary to establish a fiscal or accounting period-—=such as 

a year, quarter-year, or month--and then to summarize income and expense, - 
carrying the net result through Profit and Loss to the Capital account. © 
The nominal accounts after being closed are ready to start over again to 
measure the profit and loss elements for me succeedi ng accounting period. 


The fiscal period used by REA~financed electric systems corresponds to 

the calendar’ yéar. The nominal accounts are closed as of December 31, not 

to yess and Loss , but directly to Harned ut ee (as was rtaeabes pointed 
"<OTH) 52) 


The process of clos ite the books results Sa a, summary of the nominal | 
‘or profit and loss accounts. Inasmuch as this summary is seen 
recorded in the Profit and Loss Account, data essential to the preparation 
of a Profit and Loss Statemént are available in that account; 3. moreover, 
"only real accounts remain open after the books have been closed , and these 
account balances can be arranged in balance sheet form, ‘The process of 
closing the books causes the financial data contained in the ledger accounts 
to be put in sucn order as to facilitate preparation of: the two major finan- 
cial statements--the balance sheet and the ‘Profit. and Loss statement . 


The primary reason for closing the books is to determine the financial © 
results from operations for the accounting period and to determins the 
financial condition as of a given date. The balances of all nominal ac- 
counts then are closed and the accounts are’ ruled. Cbviously, if they were 
allowed to remain open indefinitely: théir usefulness for statistical purposes 
would be defeated, For example, if the Sales account were allowed to remain 
open indefinitely it would accumulate a large. credit balance that ° conveyed 
little uséful information, On the other hand, if the same account “is closed 
at regular intervals the total merchandise sales for each period stand out 
and furnish valuable data for comparison. The same argument may be used 
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with regard to other income: siiae expense accounts. By successively opening 
and closing a system of; hominal accounts, a ¢Iear: view is presented of the 
economic history of each’ accounting period, 


P NECESSITY OF ADJUSTING THE ACCOUNTS PeUNG G AG AS 1) I 


Before uadertaeee to close any set aks books , the, sasaaienes ques tions e. 
must be considered:. wf ined 4 Read gh red ui va vioaote 


a4 ALY hme all ean hoe oe ransaetions recorded, bo. dais seg closing? . 
sped (2)° Are there any, sXpense.‘eleménts mixed with those accounts which 
- should be regarded primarily as expenses?. | | 
(3) J Are there any; asset: < values in those accounts uhieh should be 
| regarded. primarily - as “expenses? ' 
(4). Is there any element of- liability in the accounts which | have been 
established primarily to record income?, 
. 5) "Are there any expenses. included with accrued lisbilitice 1 “uneeérded 
.7 ot il the books ,. Ors 
(6). Are there any income items included et barcrinatl eet ue that. are 
“<.°... Likewise unrecorded? ; 
If any of these questions: cam. be. answered in “the ait Lpabiaens it means 
that ‘the: ledger accounts: must be adjusted to reflect their true status, The 
adjusting process involves (a) giving recoatition to all unrecorded. data, 
and’ (b) Separating mixed accounts into their real and nominal elenents. This 
effects an equitable. apportionment of income-and expense to: the respective 
fiscal periods and phowides an accurate statement of asaehs and devi ities. 


Uniess ‘facts. that, fail. tQ. appear on: the ‘bowls: ad: ‘the raguiks of: Yousiine dst 
transactions are brought into the accounts; conditions will be inaccurately 
reflected; unléss mixed accounts are becker down , Summarization: of real and 
nominal ° elements will oe, difficult; ‘and unléss care is taken to include in 
the. profit and loss summary: over a given périod, all that properly applies | 
bO it. the. ; presentation of financial data may be so distorted that the 
statements are. of little. value. 


3. ADJUSTING.THE TRIAL BALANCE 


To illustrate how a pre- closing trial ‘balance may, ‘te tinea and . this oD 
books’ of account, closed at ,the end: ‘of an accounting period, assume .that the 
books of Dan. Ross are to by closed at January 31, 1944.5. for the purpose: of 
‘determining profit and loss. outcome ‘and preparing 4 balance shéet. | The: 
trial L balance given. in Text 4 is ‘again Lemegantag on. the following page.’ : 


KN) Py chee 
s 


and just before any adjustments have been ade is cal led 4 
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trial balance such as this, containing a list of all’ open ledger 
accounts immediately following the last business transaction of v 


trial balance, - It contains all classes of accounts+-real, nominal, and 
mixed." This isthe starting point of adjusting and closinz 8 set of books. 
after the trial balance has besa taken, each item appearing herein ‘sliould 
be verified for the purncse of determining necessary adjustmen: San order 
to refléet, all facts a. ourately: ap. the closing date, artes 


af Reet te Fea + Dan Ross | 
a eae Trial Balance January. 31,194 
Dn. Cr: 

Cash Mi he ga i aa ““€REALYO™ HL, 335 

John Doe . Leek RSS TAO, Sa S/OEE:. BIO 

Notes Receivable _ Med i i eye i ES . PL BOOS 
Inventory "Pia (Mixed)”.--~° 2,500 

Furniture and Fixtures . ‘i 600 

Building eR tae 5 CQO 

Land | (Real) ~. 1,500 at oe Td 
City.Supplies Company... ...._—«, iy $ 25 
Notes. Payable =... | Koneribie Hp bk er eerie BBRS OTT 
Mortgage Payable sei De uh de a eet lincia tise baleen oe 5,000. 
Pe BOBS oe A | PRL UTE 5 PRR M., SP, 500 
. Purchases | OE ed 8 S. LSP 2a, 2 BETS B 
. Purchases Returns ‘and Blicwatices ° (Wwominal)° NEL as OF. Cent BRO 
SA baaith San ot Sit Bg che, 2 FORE 
Sales Returns, and Allowonces 8 ee ete eee ee ae ee a 
.Preight and Cartage In. felt etre eT a, nee 

Discounts on Sales Wate TOR Ania. chat 2 Meee een ae 
Discounts on Purchases n 6 
Insurance (itixed) 12 

Advertising ashe _ (Nominal) 60 

Store Supplies "Sammats teom Che Seed) 25 

Salaries (Nontinal ) 109 

General Expenses ' 72 Kal, 

913,581 lo 581 

4. UNRECORDED OND ThALSACTLONS aE - “Latest 


If all completed transacticns are-recorded promptly, as wag done on 

the books of Dan Ross, there vrill.be no unrecorded fBonges tions at the end 
of the fiscal or accounting period. As a matter of. practice, however, we 
have seen that expenses sometimes are:not entered until-paid or until the 
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bill -is received from the creditor, Likewise, merchandise may be received 
in advance of the Sap eer!# invoice. 


“At the end of an. accounting period, all ‘expenses must be: recorded whether 

or not bills have been forwarded by creditors; and all merchandise purchases 
must be entered’ even if invoices have not been received, The mestion im- 
mediately arises: If an invoice or statement is not. available, fram waat 
source ig the data for entry. procured? When goods:are ordered, price quota- 
tions almost always are given; and a vrice for services usually is established 
in advance, It also is true that ie ae the books are closed as of the end 
of a fiscal veriod, it may be several days or more. after this time before the 
actual adjusting, closing, and ine of statements are comnléted, 
Meanwhile invoices or bills armlying to the period under review may be 
received and entered as of the closing date. 


Tie dates on which expenses aré incurred are the effective dates of 
transactions and not necessarily the dates on which payments are made 
Likewise, inceme should be recorded when the right to it becomes effective; 
although Paynes is important, it is incidental to the element of’ gain or 
loss, Bae ‘ener. os 


5, INVENTORY -aND PURCHASE. ADJUSTMEYTS 


The Inventory and Purchase accounts always require adjustment and are, 
therefere, the first items to which attention is directed. ‘In recording 
merchandise purchases, the cost of freight and cartage inward was debited 

to a’ separate account, and returns and allowances were credited to a 
separate account, it was explained that these items could have been-entered 
directly to Purchases but that for purposes of analysis it was desirable to 
have the data segregated, At the end of an accounting ‘period. this purpose 
has been accomplished and the accounts are brought together by transfer 
entries so that the Purchases account will hed Lene. tae eee net ‘purchases; 


January 31, 1944 (Journal - Page 4) 
eee ae a 2 en pyre 
i |Purchases’ a3 | WO NGG 5 ae aur: : 
| Si Treight and Cartage in L7 ght H710 00 i! 


| 

\ : | ™o record charges applicable 
r ' to total cost of merchandise. i ods adie . eit | 
| Dis an a Ss ee t 
‘ { . 4 = Bl _ . i fen ae vay isi | i} 
fice tao 213 Purchases Returns*and Allowances Bilis O00. was a : 
¥ | ffs Purchases! 7: iSahot dat si emis Sauce | 
gt To reduce cost -of ah oat by cubis BAe” edt 

| amount of’ returns and. nites 'p 


allowances, 
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The next step is the adjustment of the merchandise inventory. The 

opening inventory 9%f merchandise and:the purchases during the period are. 
historical facts; mt: read together- with Inventory and Purchase accounts, =<. 

‘represent the. cost’ of goods available’ for sale during the period, . Here we ue 
have an: example oF asset values mixed with expense eléments=~the cost ef 

| goods sold” ‘during the period: and the. gost’ of merchandise. now. on. hand, ‘The 
‘Tnventory and Purchases accounts are: closely. related?’ ‘Thitial ‘inventory can 

be closed into the Purchases account at the nee ae of the next fiscal or 

accounting period, However, this is usualiy not done until the close of: 

the period, Since these balances represent data that are similar, the two~ - 

“accounts may be combined, by the following transfer entry; sat eaaye i ple Meer a 


a, PEPSI Se eae eae deeds 19 ee > Palghat RNS be Ae x cgepe i Page: 4). 
(PO eon: det oh reyes t Wet Bow (o.a¢ Doe he ‘ Sok be rdf 
U}, eesti aay “7 ; ; ior twa leit pune 9 -{ > Cr. cree a 
ae ‘Purchases PENEM BAPUIEROY YAP Ok BECO | 
i Inventory (Opening) | drain gti | 2) 800] 00 | 1 
| ly transfer the inventory of ; i ida pba I Sea 
January, 1 and to arrive at if | ee aka. 
“| 


| total goods available for | ei ke ay 

| sale during the month, re ie 

| cE. | Ls oe pet “ff 
Tne purchase cost of merchandise now en hand is ‘determined by» listing’: ase 
the various articles and apnlying the praver value to each, In this case, 
closing inventory was valued at cost, $2,350, including applicable ‘fr reignt..° 
In-preparing 2 palance sheet t “ciously this inventory. would appear.as en." - 
asset. Since. this inventory is Fre ment now. contained in the’ 
Purchasesacoounmt , it must be rem if the Purves, acCseurt~2LE tO: 


reflect the nominal element. cost” of goods sold, To abecouolish this dual. 
result, the .following | journal entry 18. made reducing the mixed actoun 1t.,into ri 


| 
| 
| 


its real and nominal elements: . © 1 aatank ) il ie cl ll aio 
n " _ Sanuari, a _(dournsl =. Page 4)" 
Toe erat etter ap sive Sat aoe des git hale Rig Minton: 6p 
| a ae cher (crosing) la cae a FY ts 
| Purchases | | eps sen) I: ae qe 
To record merchandise eit ~ fe | | i 
AONB ' inventory of January 31, and to ve nae 
i Sa | reflect purchases 2 part, Be yr ipees | 13 bs | | _ : . 


He noe ande al cost or g0008 , sort. 
The ’ ‘efféct of these: entries upon the Purchases and ears acti’ 
is shown zg the ik Ware et en. ede haere OT Os Cerny se 


De fy TERE WAR, on teas 


r -, ‘ Pp A mace Liaaae | 
Te ees ee a APM secs me ne 


Catbcs 


ee ae oe mn 
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: se BS eee OM Purchases: & tei 
LE ih okt oh tch se SORT MMMRIOa alae he Skies ST 
Jan. 31 Total purchases .$1,150. +: Jan; 31 Returns and ‘Allowances $ 50 
31 Freight and Cartage M eLObe re. " 3) Closing Inventory. 2,350 
31 ‘Initial, Inventory 2,500. fc phie bates : 
Inven tory 
1942 ee en re eee ia a Reig) iekaiapeh sa Beviniy 
Jan, 1 Merchandise on hand $2,500 :Jan,. 31 To Purchasés #2 500 
31 Merchandise on hand 2 , 350 


The balance of $1" 260 in the Purchases account represents the cost of goods: 
sold during. the period and will be closed into Profit and Loss, The cost of 
goods sold“is computed in the following manner: 


Cost of Goods Sold: 


Merchandise Inventory January 1 3s ~ we. eu0r 
Add: Purchases ; $1,150 ae 
Less: Returns and Allowances Pt Uy e-em 
Freight and Cartage In hay oneliy: + 2: 
Goods Available for Sale “3,610 
Less: Merchandise Inventory Jan, 31 = sitans 
Total Cost ' of a gs ae ’ 260 


This is the néthoa by which ~™ ast of odban' sold is 3 BERETS Analy 2ed: hele) annie ee 
statement purposes, and it Witt be Abe eae yeast ana ste Fo et face 
The "cost of goods soldat: proced dure is beets in oibetae” the pooks: ‘of ‘Host. ‘tfiae 
of tusinesses; Zlectric utilities; such as REA cooperatives; may eliminate 
some of the stevs involved, If they purchase the electric. energy sold by 
them, there is usually a direct char-e for it which constitutes the cost of 
goods sold. and requires no further computation, If the utility generates the 
power it sells, the various costs involved mast be summarized and totaled to. 
provide the figure known as y SORE of goods sold", 


6, DEPRECIATION ADJUSTMENT 


Depreciation is defined as an expense Ate é3 the qechenie in iine of proverty 
used in business operations, This decrease in value’ may be due to physical 
wear and tear, action of the elements, or economic causes such as obsolescence 
or inadequacy... 

At one time it was contended hha depne as eee was not a aatacant sha un— 
avoidable business expense, Passage of the Federal Revenue acts allowing 


ae ae 
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a deduction for ‘depreciation chanbea ghonethenee the position of those who 
held that depreciation was an ordinary expense of business operations, This 
is, the majority opinion today. The question then is, how snould depreciation 
be recorded? We have a choice of two methods. One method would be to debit 
the Depreciation Expense account and credit the asset account. The language 
shows, exactly.what has. qacecurred. Many. accountants, however, object to this 
method, on. the; ground that it* tends to: obscure the original cost cof the prop- 
erty.. To., ,overcome this objection, » accountants debit the Depreciation 
“Expense Account and credit Reserve for Depreciation: which is an offset to’ 

the asset Rerun 


Inasmuch as nena. ye Rapniture and“ Pixtures and Building, owned rng 

Dan Ross are.subject. td depreciation, an adjustment is necessary om ‘reduce 
the values shown. on the trial balance.and to record’ the expense incident to 
thé loss in. value because of use. Estimating depreciation’ on furniture and 
fixtures, to be $5 and on the Pee to be #15 for the’ month , the following 
entries are made: .- 


., January, 1944 > at bs (Journal - Page 4) 


eee 


231- 
: 


ne en TE 


Depreciation 
Reserve for Depraeieongn of | 
Furniture and Fixtures _. . 3 
“To” record estimated depreciation .: 
beste of furniture’ &, fixtures for the | + | 
Py month of January, LOLA. : S¥2e | 
—31- | 
Depreciation ai ee 
r ‘Reserve for. Depreciation of L- i 
Building — nah O+ 
To record datimated ‘deprecation, 
| 


' of building for the month of 
! January, 1944 

Here we use two accounts to record the data relative to a particular asset: 

The asset account proper, showing the original cost of the property and any 

subsequent additions thereto or any retirements; and the reserve for 

depreciation, which accumulates the credits for decreases in value due 

to depreciation. The asset account and its related reserve will appear on 

the books as follows: 


Building 


os 


194A | 
Jan. 1 Investment $5,000 | 


wie 
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-Reserve: for Depreciation of Building 


‘> 1944 

: Jan, 8h, Depreciation for eath ae ke 
The- saris account are "thought, of and read as one peat Pi toiwes fox” . 
‘ depreciation :and acceunts of similar nature are ‘called valuation accounts 
because they have. the . effect of ‘reducing. the book value of the accounts te 
which they are related, They . also are called offset accounts; or, accounts 
that are part of another account. © male 


The reserve for depreciation is referred to by some as an iat inbneae for 
Depreciation" because the. term "reserve" has a different meaning in corpora— 
‘tien acceunting,.. However, the term "reserve" seems to be in common usage and 
we shall adhere, to it in. these texts. The important thing to remember is 
that any account. called a Reserve. for Depreciation or an Allowance for Devre- 
ciation is one established for the purpose of valuing the related asset and 
is in one sense vnart of the asset account, A reserve for :;devreciation.. should 
not be regarded as a liability merely because it has a credit balance, but 
always should appear upon the balance sheet as a deduction from the asset 
item to which it refers, thus: 


Furniture and Fixtures ; $600 
Less: _ Reserve for eda iatets tos 5. ($596 


The nominal account Depreciation will be dad yee Profi t ard hoss along 
with other expense te ehay ah 


“7, abgusmanen OR UNCOLLECTISLE ACCOUNTS . 
Experience peaones that, regardless of how cautiously we grant credit, a 
number: of customers! charge accounts ultimately will. ‘prove to be uncollectible, 
Some debtors, because of adverse financial condition, or dishonesty will not 
gla eg eed owe, Tosses from this source are more or less inevitable. 


_ There are uc methods of dealing with;bad debt. Laseeey ' According to one: 
‘hethod the loss is ‘recorded on the books when the account is actually deter- 
mined to be worthless; that is:, bad debts.are charged to expense as,'they. 
arise, The journal entry to: reflect this. adjustment would be: 


Bad Debts Bagh mee or. 


Sustomdr's idedcotint (8). oop.byotet of edmooo seme 


Ba 
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Se ee Se no ae oe Bee Td ey wee” Pees sees | eC) Be uehe ie 
ns OG Re By ae ee alls Sel Oe Sra bin yeep rite en ET “ 


Needless to say, no uncollectible items should be included in the Accounts 
Receivable’ or iotes Receivable on the balance sheet, Yorthless accounts 
not previously written off should be cleared at the end of the accounting 


5 


period, In the case of Dan ‘Rossyit-46 assumed: that both the oven account © 


-of John -Doe and the-note ‘of. Frank’ Brown will bé collectsA“in full... 
Therefore, no adjustment for bad debt loss is required, 


The second method of adjustment under which a valuation account entitled 
"Reserve | for: Rad Devts" is: created for pam Ae ici ae will be fully dis- 
cussed in a Subsequent . text. .f f 
8, ASSET VALUES IN ExXPEYSR ACCOUNTS 
Suppose that we- Soe an: extense a for a prepaid service Aut “that 
all the service paid for.is not receive a during the period ‘in woich payment 
is made; or, suppose ‘that we charge an exnense account for supplies povght 
but that ail the supplies are not used during the veriod: At the closing 
date there will be a remaining asset value commonly called a prepaid 
expense, Expense accounts of this’ type are mixed accounts: eortaining: a ‘real 
élément as:well ‘as a monihal element for ‘services recéived or supplies bra 
Before’ statements are’ “prepared, it is desirable tO: remove thé réal element 
and transfer it’ to another’ ‘account, ‘leaving ‘the exvense: acéount eitirely ~ 
nominal. It is then possible to close out the nominal account balance to- 
Profit and Loss and allow the real element to remain for balance st peek. 


purposes, SPAN Is TNO. Fl Bea a 


In the: “trial balance: ‘of Dan Boss, we have two mixed Acéounts of ‘this 
‘nature: “that are subject: to adistuent-“Store Suvplies’and Insurance, =r 
Aetual count we find $10 worth of store supplies on hand; - and’ it will ve" 
dani ape that the *$120 premium aid was for insurance covering the entire” 
year: Tnasmuch as only: one month” has- elapsed, eleven-twélfths: ‘of the: 
inbubetiée! premium applies: to’ protection yet $6° ‘be recéived,-‘This is an «* 
asset value, ‘and: therefore the mixed ae0 Sunt: Ssoute be reduced fnto- its: real® 


® Tm 


‘dnd’ nominal: “eleitonter 3!» WS. 6 RGEas ais : mee ies 


‘ 
* 


January 1944 Hig (ournad. - Page 4 


‘ 


: « wy eet wes The =31- = : Dry cart a tars : 
: Prepaid Insurance 728 : 41 00% rs 3 9h 
’ Hk Land -Insurance’ =» « + o4 Hues . aiebies mw “ovate TT OOO 

eee Mo set-up unéxpired insuran de <9 oy ; mee aetet 

uf _ oreniun 29:0f. January+61, 1944 ssces us ot ge 

: -3l- : : 24 

> Store Supvlies Inventory 229 10: OO° ox: 

: Store Supplies :22 3 : $2220 00 

: wwfo record the asset value sup- ~: : Sai 

: plies on hand at January $1, 1944.: : b+ 

Wee ree Tg Me eee a Doky, EES Bs . 


as oe Ry 
hii, ile aie) dies |e a eS 
we fogiet tot feta Doles vas 


) 
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The. mixed accounts. are “Separated into two accounts, one. of. which is real. 
and the other entirely nominal, reflecting the correct ene of the asap 


"Insurance, (éxpense) ne iis Store, Supplies (expense) 
$120 Jan. 31 $110 $25 ig 5 as $10 
Prepaid. Insurance monn ig. es ttre Store Supplies, Tpwen tings ; 


Jane aR “$10 | 30 “Jan. 31 / #10 |: 


j 


Accounts stich ‘as, Prepaid ‘Insurance, ‘Supplies Inventory, ete. are ‘technically 
‘Known as deférred charges. ‘to expense or Simply as prepaid expenses, Inasmuch 
as’ they will be consumed in. the. operations of future periods, as a rule, .- 
they are “shown. under 3 separate. caption. on ‘fhe: asset side of the Ralance 
sheet, — 


9. Liar ritss thi indie dsceuinns ; 


Cash may be received in. advance for services to be rendered over a period. 

of time. As ‘$00n. as. the payment is received; “the business is under obligation 
to perform | a service to an outsider. In gm, jee an “instance the Cash account. is 
usually débited and an _income “account credited for the reason that the credit, 
although originally | a liability, ‘will ultimately change to income. with the 
lapse of time. At the end of the accounting period, if all of .the services. 
paid in advance have not been rendered, there will be a liability. element in. 
ari account set up primarily “to Pecord income. An adjustment is then necessary 
to separate the mixed account into its real and nominal values. 


There is née example. of this.type dn. the triad. balanee-ef Dan:Rossoat 
“January 31; rer etons no Sa scr is. required in his books. 


” For ‘the purpose of this example , assume that a room in an bitte buliding 
is rented to. an outsider on October 1 and at that time rent is received in 
advance for a, period of six months, . ‘The. transaction may be recorded as follovrs: 


oC Se me pate Sienna 
Cash. . nes POO 
.Rent Income . ye, sulex tuagi Ant © Bo 


Then the books are closed on December 31 of the same year. Becket 


Rent Income has been credited for three months' rental that has not been 
earned during the current accounting-period and for which no services have 


-10— 
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‘yet been” rendered, “Mig ‘ceount ‘should. be seeregated ra, otay Ioaél and hs el 


elements: ‘by the x oF ew Ene” di osu ees 
: the A) : Mr Dey ke try. ae Sa 
Poet Income wer XXX 
Dneataas Rent PAs one | . XXX 


, 


‘This. thiry ‘ad juéte. me pr nominal account ko reflect the true income for the 


current period, ‘and at the ‘Sarie time records, rent collected in advance 

as a liability, This is regarded asa’ ‘Tiability, because the advance rental 
is unearned and may be returnable if the’ service. contracted. for is not 
rendered, ws services are rendered the liability is degreased and the 
income is increased. The rent deferred is technically called a deferred 
credit to income or Simply unearned income, Note that. ordinarily a. hated 
lity is discharged by ‘the payment of money ‘put that deferred credits are. 
earned by the ig De of services, For this reason. deferred credits: : 
are, asa rule, -shown under a distinct classification on the liability 

side of the: valance sheet. , 


It: ‘Pre diten thy happens that. services. to outsiders are. collected during 

the accounting period in which they are rendered, In tuzis event, a debit 

to Cash and a credit to income will correctly. reflect the transaction .wit h- 
out adjusting the income from services rendered, In such cases the service 
period covered by the payment either falls. within or coincides with the 
accounting period, However, this circumstance should not obscure the fact 
that it is the rendering of services and not..the coliection of cash that 
determines income éarned, Services’ rendered increasé capital: whether. or. 

not cash #s immediately collected, An acceunt .receivable may be. established” 
to record’ the ‘asset value arising from the rendering of services, In the. 
viewpoint of modern accounting theory, the coll ection of cash represents 

the realization of an asset receivable arid does not affect the income account, 
Conversely, it is the receipt of services that determines expense rather than 
the payment of cash Por services. re ceived or to be received -in:the Pataca 


10, ADJUSTMENTS FOR ACCRUED LIABILITIES AND’ BxPEeEs mA 


Certain expenses and liabilities may. acerue from dey to aay ‘shea an 
accounting period, Here we have an example of an exnense combined with an 
accrued liability. In all probability there will be no record of thisi,ex- -.: 
pense on the books until 1%: is’ paid.’ However, if the accounts are to be: 
closed before payment is -due, “this unrecorded: exnense and accrued liability. 
must be entered in- order that the correct ‘operating results for the period 
can be determined and a correct balance sheet prepared, ... t 


The Mortgage Payable account in the ledger of Dan Ross indicates a 
credit balance of $1,000, Upon examination it is found that this mortgage 
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eee COMPLETION OF THE ACCOUNTING PERIOD 


Text No. 5 


VME operas 
‘ ' 


provides an interest. charge of 6% per annum.’ The accrued Yntérest to January 
31 (1/12 year) would be $5, Since neither the expense nor the liability has 
been previously recorded, an adjusting entry reflecting thi's: expense and 
accrued ramen al be recorded as follows: 


eet e dal Genes de ak salen F Japuary 1944 
es ‘Interest Expense. ‘ 

Meets Aecrued Interest Payable : 
Te record interest accrued for 
‘month of January , 1944, ‘at 6% 
>on MENEERES payable of "$1 S000 sed nti 


* 2 Ges 
. we - . . as . 
oe + ew Ape tes . , a he: 


DED Bake 
$B 00: 


26 
27 


2 28 ee e8 


as se wo we tas yas 

oe ee ee ee oe foe 
- : 

ee ewes oo es es 

sx : - ae 

ee ee 0e oe ae, 


oe . ad 


other: types of expenses may accrue. in favor. of creditors: and require similar 
entries, A common example of this occurs when salaries are’ paid on a weekly 
basis and the last day of the accounting period does not fall on vayday, 


There ‘will. be one or, more. days' salaries accrued in favor of employees and 


2 dade ADJUSTUENTS FOR AQORUE ASSETS AND INCOME 


Me 


this expense and accrued liability should be recorded by an adjusting ‘entry. 


os «Dns results in an accurate allocation Of expense ‘between present ‘and future 
‘Pesiane aoe records. the liability which will become ane at a ‘future date, 


2! 
e 


tera : 


’ 


‘amiamioieods for. ee tess assets combine’. wi th inconé-result aren a.situation 


‘opposite to.that “in. the. case, ae acc raed liabiliti es and expense. Services 

“ are being rendered under some f orm of’ contract. for which no bill: is issued, 
In ali. probability there Would be no. record of this income on the: beoks 
“until cash was collected; but if the ‘books are to be” closed before collection 
‘is made, the unrecorded income ‘and accrued ¢ asset mast: be entered, TF ali 


facts are to be accurately indicated, 


There is no egal of: an- accrued asset combined with income in the 
transactions of Dan Ros&, The note received from Frank Erown was. non- 
interest bearing; therefore 20, adjustment is PEs. 


Ifa note receiva able is intérest bearing anc has not deen Fodiecded By the 
-.date of closing the books, an adjusting entry is required to-record the 


‘deérued interest and inceme earned, “An accrued asset account is debited for 
‘the claim of -the. business against the individual from whom the income: will 
be collected in_a future period, and an income account is ¢redited for the 
amount earned but not collected durins the current accounting. period;: 


- 


aA et tatepae Bentsen ON ca re aia pane 8) ete 
Interest Income SS FROG xx 


~1l2- 


rents, ete 


oe a aust ADJUSTED: TRIAL BaLAN Ce 


“geupranron OF aM: IAS AOCCUNTED NG, ESRI 


Text No. 5 


Accrue% receivables are current assets similar to accounts receiveble or notes 
receivable, When the entire: sangunt of ‘interest ine collected in a future 
period the entry would be; Miy pert. par ee Te ik 


ee ay 


oo ae | Deis oe 


‘Cash : wee wae XXX 
dbbiued Tavevens Recetatle oe 
Interest Income (of new period) iocidal 


1, Ri yh 


This:method of kandling as ene interest on a note receiyaliu™ ‘gérves “KO: 
illustrate “how other accrued items of similar nature maybe treated, vIn’ 
addition to interest there may be items suchas royalties, connis ‘sidns, 

., which fail due’at stated intervals and in connesti on with “whiéh 
income may ve dans in one fiscal period but the cash is not, collectible © 
until. some future period, Detailed discussions and illustrations of accruals, 
deferménts, and bad—debdt and depreciation adjustments will ‘be elven | in texts 
that, follow, a a ee 


‘i. 


i oceetancitiatanmnennan tne 
sy P55 
Xa 


Many aati tics treat the. anivies to transferring the balances of nominal 
accounts to the principal ‘accounts as closing entries.  For.: ‘clarity’ we have” 
included them among the adjustments. Purchases Reburns and Allowances” 
Account has been closed t6 Purchases so that the Purchases account would 
reflect the net amount. The following entry is made to reduce, the ales 
account to a net figure: * AEs wiiy ti 


" «3 - 
7 - 


; January 1944 _. (Journal = Patze 4 


| 
| 
| 


Cee caine aig fae Or, ti Ore 
14 py: BO.00 


14 


Sales 
_ Sale'’s Returns & Allowances 
ave) reduce Sales to the net 
amount by transferring re- 
turns and allowances, 


fe 
SO es 
see CD : 
O 


ac «es of 28 oF of 
“ee @f we «ef oe ce 
_ 98 we ae we oe se 

ec ee wet ee see oo fF 


2 


ss, Taviediately after: kL. the adjusting. entries i pe ey a eli eden te Bo the 


“Sledge accounts (see, Section | 14), another trial alance may'.be. taken. This 


is. known as an adjusted. trial balance” and proves that: the books” stili- are 


in balance,. Sinceradl unrecorded iteths. have beer reflected and. the mixed 
accounts. redticed into “their. real” and’ ‘neminal’ elements by the adjusting 


entries, tiie: adjusted trial” balance Contains only: real and. nominal accounts 
as shown the account balances: Because’ all amomts :are. now either yt 
liability, and capital items (real), or income ‘and ‘© PEN BE items” ‘(wominal), 

is possible to prepare a balance sheet and profit and loss statement from ore 
adjusted trial balance, as will be explained later, 
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COMPLETION: OF THE ACCOUNTING PERIOD 


Text No. 5 
- Dan Ross | 


Adjusted Trial Balance 
January 31, 194 


La ‘pr. ee! 
Cash (read) 21,395: 0 
John Doe ie A BOs 
Notes Receivable K 600 
Inventory (closing) . iat Mw. (ZB. 
Furniture and Fixtures fen ae? Lapses 600 . -: 
Reserve for Depr. of Furn. & Fix. OE a eee: Per hte en eee 
Building ae Mt 5,000 : ae 
Reserve for Depr. of Building | sy Be ey mre eae r5.* 
Land My " Pgs Pe 85 Bh anys 
City Supplies Company — La IC rs nt ee 
Notes Payable " 3,250: 
Mortgage Payable a 1,000 
Dan Ross, Capital Mine ai ea i a 
Purchases (cost of goods sold) (neve yt g2O0s +. sae 
Sales (net) Oi v, uw saat -1,700. 
Discounts on Sales. eal bik is wed hee pales: Ph aC wi 
Discounts on Purchases mi hse one Pico his 
Insurance hy HORA ising Se , 
Advertising 7 ee ae he = 
Store Supplies if ae 
Salaries : 100 
General Expenses | Pee Rey 22 
Depreciation Divi y 20 
Interest Expense : bey pytepeecom bl eer 
Accrued Interest Payable . (real) eies 5 
Prepaid Insurance ae o ua aut bedi usa Reid 
Store Supplies Inventory 7 yt, Saba eh, ti 
e $13,506 $13,506 


13, CLOSING JOURNAL ENTRIES 


Having all the income and eypenses in the form of nontinal account. balances, 
we are ready to close these nominal accounts by journal entries. transferring 
their balances to-the Profit and Less account. After all tae nominal elements 
have been closed into the summary account, Profit amd Loss, the balance..of | . 
that account will’ be the net profit or net loss for the current fiscal,.period, 
This net profit or loss, as the case may be, will-then be transferred :to the 
-proprietor's Capital account. Fe gh acs 2k) Ww tea ane Whey: 


a 


COMPLETION OF THE ACCOUNTING PERIOD 


Text No. 5 


As galied’ is fir “tibet. item’ thats hes to be considered in preparing the’ profit 
and loss statement, it ‘is. desirable to elose this account firsts “The & 
following journal entry transfers the balance of the ie account to the 
Profit and Loss account: sane 


rd 
into-Profit and Loss: Summary...” alive Fy. | 
oe 


January 31, 1944 pet wens (Journal ~- Page 2 
ri ] i a if sa | Dr. Beat: | 
“4 | Sales Py a ul” i709 OQ” | | 
fi: | Profit and ‘Loss R ” ee Se de OP Ln | Hee” ° ; 
| To - close net. sales of January. “okt, le | Hrs | | 
oe oa “i ey ene 


The Purchases account balance of $1,260 repregenté: coat of gocds sold. 
This. balance logically is the next item to. be Closed into Profit and Loss, 


| January RNG 2 socal ey “(Journal ~ Page 5) 
pap "sPovte son stofs of - i: eee ey 
Profit and Loss :~ 30; 1 aie 00 | 
| Purchases 13) 4) 3 1/260! 


‘into Profit and Loss summary 


| 
j 
| | 
ees To transfer cost of goods sold | 
be for month, of hai nareigg TAL + | 


| 
er 
| vane 
The Sales and Purchases aibaiints are now dloseds tha the, Profit and Loss 
“account has a credit balance indicating, the excess of sales. over cost of 
goods sold. This is gross profit on sales, a figure upon which emphasis : 
usually is placed in the presentatien of operating statements. The compu- 
tation of gross profit can be easily ascertained from the ‘data posted to 
the Sales and Purchases accounts , as will be shown in ole ce eo the statement. 


The remaining nominal accounts may be closed out in bhe: ‘Same manner; .- 
that is, by recording a separate’ entry to transfer éach item to Profit ai 
Loss... Time is saved, however , aft only two entries ares used. 


ein YE ' January ai. 1944 "(Journal ~ Page 5) 
t | { - (Dr. : ‘Cr. 
| | lProfit and Loss | 30} 2anloor | | 
| | iscounts on Sales 18} be 910 
Insurance | 20; 10} 0 
| Advertising ea. 4 | 60 
| | Store Supplies Oe | 15}0 
| Salaries | 23) | | 100} 0 
General Expenses | 24) 221 O 
| | Depreciation | 25 | | 20} 0 
Interest Expense 1 26 510 
| | To close expenses for month of : | | | 
January, 1944, into Profit and eae pe | 
| Loss summary. aan Bon | ene 
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* COMPLETION: OF. THE ACCOUNTENG: ee 


Text No. 5 
_January 31, 1944 (Journal — Page Be 
huction: tel on. eee ae einige “ 6)00 
00 


j Y 

es | 

| Tt To close other ineome for | 
wh. January , 194A into idem | | 

! “tole | and Loss. 9 ! ! j Ote 
After hes foregoing entries have been posted, an examination of the ledger 
will disclose that all nominal accounts:are in-balance except the Profit 
and Loss account which. shows a: credit: balance of $205.00, representing net 
profit for the period. As this net profit is an LFeG apieA of capital, it 
should be transferred tc the proprietor's Capital account as follows: 


Profit and Loss eet ORY | POU: a ARNG 
{ 


January 31, 1) aa (Journal. — Page 5) 


month of January, LOA 5: a 
into Capital i 


| iy ll ee | oem 1 

| eee | | Profit and ake . 1.30:1| | 2051 00 é | 
+ dunt | To close net et for ot aes ies | | i ‘3 | 
| | sien Ne a 


The effect of the closing entries upon the! norinal ‘aimmary account , Profit . 
and Loss, and the Capital account is’ showm py the ‘Accounts which appear in” 
the following section. . Notice that whether simple or compound entries are 
used to transfer nominal account balances to Profit and Loss, the items are 
posted as thotigh separate entries had been made for csi income and eapenise 
account ‘balance. 


The ledger of Dan Ross was so adjusted at enero 31 that all accounts 
appearing therein could be ¢lassified either as real or nominak. We then 
closed the nominal account ‘balances into the Capital account through the 
summary account, Profit arid Loss, leaving the real account balances on the 
.. books. The. ‘condition of Dan Ross's -ledger after posting the adjusting and 
: closing entries, and extending the real account: bakances, is: as- follows: 


i ae 


COMPLETION OF TPE ACCOUNTING PERIOD 


Vaext No, 5 


385 25505 Cash ; (Page 1) 
1944: | 944. . 


. 1 
Jan, Pt Investment. . jad... 32.000 QO: jJan.> 2 Fixtures — Jl 100 00 


{ 
; 7? Brown on Ace't JL ..;,400 00 4 Burns on Acc't.J1 250. 00 
10; Sales =+:, :J38~ |. 800 00 | “ 9.Merchandise J2 800 00 
RO Jenes on Acc't.J2 44100 |. .14 Freight In Jot ae tOuD 
<6, Sxles a3. | 750 00 | 23 Mercer Co, JQ) 29e100 
! 
i 
! 


| 3 
| f 25 Insurance Jd 120 00 |: 
_ 28 Advertising JS. 60 CO- 
bY 4 : 31 Clerk's Salary J3 100 00 
ee UA a thie + “yo: 61  Gen'l Fxnenses 2 ne, Ges 
en a ns Dane pee rar 31 Balance. 1.335 00 | 
| paises Med foie Bo . -: % 7091 00 
Jan, 31 Balance id 1 335 00 a ae aa 
me es | het, | 
A aa (GENO TENS __._ John Doe _ Pare Sr 
194411) Balance 3 : a i 
Jan, Lasinat sr “ tet Jl . 00 00 | 
Ame ee 4 
oe ‘Ae sels i 
ie a i ’ 45 rin Si ‘ 2 i 


| meee pow nT | __ (Page 3) 
1944, on | 71944 By 
i Sat Jigs. Balance" 151° 1.000 00 Ohta, 7 ‘Cash and Nete 71 _1 000 00 
! | ; . 
Ate | 
Ae js. | 


a4 i | 
: | 
oe ey eas | 


ee 21 Notes Repeivable ee A (Page 4) 
1944 ret rhe nel teint yer a . ey eS ES 
Jan. '7 ,Frown 30 days ‘Jl ~ 600.00 | 
| 
| j | 
Pad 
pine 


Ea 2 a "IS pet, 00 TDwAR “ey 
Jan.} 1 [roves ea 2 | 500, 00 [pe 


COMPLETION QF THE ACCOUNTING! PERIOD 


|r Pupchases 
sere ae aed = a } 
Gane 31 i . A em a4 3 “38 le) | 
i : Nene Esha c ae | 
H i il. i: it 


i } i ee fie ti 
|; Investment y2 | x8 000) ool Jan. 31 Balance down 
' Lot purchased Jj . | 500} 00), | | 


= 
fH 


{ 


i etn snc | oh Bee ptt : ces! 
| Jan 31 pee | 1 1500; coll =| | 
eS aa an ea CR 


Text No. 5 


wh i 


| 


+ 
on ee inn eeeatcenen: 


if. 
| 


ye at + coe 
ay 
2: |500| 00 


a: 0 ie ncksnssisane Men (Page 5) 
294 | | oe 1194) | ea. ee 
jjdan.| 1 |! Investment oli 1500 ; 00 | san. 32 "Balance down ‘ba | |600 | 00 
| 2_||Showcases | IL, 1100 | oy |e | | a 
eae ccoociweren = anaes eee ms ene _ =a cao mecca 
3 H } iu i! : H 
aN Jeni gu, (elanée i600 : 00 3; a ce ih | 
Po) te i men: i elk alae ans 
fester len’ cae: for Depreciation | of Furniture & Fixtures. (Page .5) 
be i iigan. 31 | Depr. for Mo. b | > | 00 
aces ee y | | | i I | 
ee ae By Ae leap: AAI hen | hal | 
HS ties PB UE eeu Atnlig: don usa Rai Tabb aie 9M 
ee Eictroaengeemeevaterie BESOnB i pon 
194 i a Pipe ee bl Paka 
Jan.| 1 | Investment | ja vist 00 | : " t | | 
i i i} 1}! it | H { | 
i! SRE olla cf fa WR SA Habaditt Ce | 
Pa Lowel Le Sh ths i be pel hg ak ea 2 
; : 
+ Reserve for Depreciation of Building (Page 8) 
: | po | Lo. Sho AA Ai Lea Ria wae 
i reff Le alain, | 91) Dope. for Mo. va | 15| 00 
li dane ea el ity, 
| cA a i jE Sa Ps ae 
: Fame ape ren |). Pinyin 
tac ay ed _ APage Ee uae 


: 500 | 00 


sees eee 
| 


& 


Jan, 6 Note : 
6 

1944 rn. pe 
Janiia -' 


ee See aeRO a ea aE ene eT er eT On mes 
—— a 


* COMBLE LO) MY OE. THEA SOT Eas J EAOD EERIOP 


“City § Subolics Com mpany 


. Cie | 
¢ $3 whe + 


Bi ae EC : id dais ema > 


Text No. 5 


ar 331944 ;: td, 

va, 250: 00: :Jan, 2: Balance ©9: V1; “750 QO 

: aie 2: Land tiga. % 500_00 
f 1) 200. 004s apes : ‘3... 1 290: 00 


pes. 2 rene 


:1944 


_ Sam Burns oe (Page 9) 
. _ os ; ee | ga4q ‘8 . ’ , : as hi 


BBO: 00: Jan, 2: Balance :J1 +, 850 00 


“Notes Payable. (Page 10) ayee 
: de ted: lies, eee 


sJan.l0: O.C. ‘White: Jl + 2 000 00 
oh : ViLeats 60d Jl: 1 250 00 
me Mortekee Payable je (Pace 11) ) LA 
: i 731944; tig age op AV er 
: ; Meas €. IP. GO. ul 2 . eee 
_Dan Boss us ae _ (Page 12) 
3 ee 3:1944 =: ; : ‘ hed alee 
31 ;. Balance down : 7 7% go 00: Jan. 1: Investment te JL to 600) Ole 
: ; : a 31i:Profit & LossJ5 3 205) 00 _: 
: : : :iJan,%1; Investments: + PATO 
-PUrchases Is ge (Parse 13). 


; Cash purchase 


Mercer Co, 


* Balance 
' Trt .& Cartage 
| Opening Inv, 


231944 3 
800 00:; rr : 
: 3850 00; ‘Jan, 31;:Balance Advan hf) ae ee” 150 ee) 


¢ 1150 00% *Jan.31° Rets 2Allows Lio Wh BOLoo 
4 10 00: Bl Closing Invi J4* 2 350 00 
r 8 500 00! 31' Profit & LossJ5 *__1 260 00 _ 


Heenan UU UnN SEER REREERRREaaGnE 


vy 


Text No. 5 


Purchases Returns. and Allowances vt Tay 
; : SSS TSE SESS 


19 ff ee eae oe 5 ee ‘Lara: | Ap ee taser | 
Jan : i. ae IJ i Li 50! 00. idan. | case Mercer Co. wie Be | 
{I i! it 


ee ee | 


i 


| Sfp 
1944) Dee i f L9LA | Te } ie mre 7 
ee ey ae Meh fiigan. | 10! Cash Sale (J2 | | 500 ; 00 | 
| Sopra aa | ail 12! A. Jones [J2 ' 500 | 00 
Jan. n. | 31) Balance down | TL) 750) QO fh 26, Cash Sales J3 i 2 ee 00 _ i 
i : Sere 
an. jan. 3 Rets.€. pee Th 118 SB Han Jan 3 Balance | 1 750 | 00 ae 


Sales Returns “and AL owances 


oe ee 2 er en i ee ene ens an er mee pe ee a a eee eee 
a ate en a ent ne on ae ee temrnesess retnaneseieas Pony Sesgbte 2 Fos pameenassnatan Sar Racecnea ty gipeeboee ctaraira\s np eee er err ee ne et re mmm on ener mee ee 


294d pe 
an. [6A Jones 2 jj 


Ate 4, 194d} | aE | 
sol 00 Man. | ot To Sales od is 50100 _| 
sg UE ipa en eo ne rae sh . a 


{ 
, mais 4 BAe if? . ae i | 
a Anerson 
Ve PE ATEN LAPSE ANGIE: IRAE LIE STREET BARE GEA EA ELT BET CORI AE TE BE I 4 


ane aaa 2/10 i He | (LOA. ea 
an, S'4* —n : a 
ahs | lan 12). =) 1001.0 ag ful | Re a, 


t 


1944 | Ye PPP wy Rene ! 
2 2 emacs aed Uipise.2/s0-n/ - 
ee in poly J2'} 3 sealer i } 
d fbi ae 7 : 


Ke Pees na a 


sa os 


E tex} | 
FAA, 
an. | 20; Ae, Jones. 


ew 


COMPLETION OF THE ACCOUNTING PERIOD 
3 Text No. 5 


Discounts on Purchases __ (Page 19) 
1944 : ae : s BORE TINA toa i sa ie hana ner 


Jan, 31: Profit & Loss: J5:_ 6 OO:: Jan, 23: Mercer Co. ue 6 00 
: geen (Rae oe" 20) 
1944" ..; | eS oe 331944 i rion 


Jan, 25°: Pod, for year : J3: 120 00: Jan. 31:_ Poay-bi-- mos joie 0200 


) ae SR ; 4 & s Profit & Loss  : «<3 10 00 
Dee tse a eT UR ett ae BED 


“Jan, 26": "Cash; “Dally” “ +- 73: 60 00::Jan. 31: Profit & Loss : J5: 60 00 
| : News eire | + ‘ we 


DSA Ay Gt ees te a ena ee pay 
Jan, 30 : City Supplies: Ja: 2o 0O::Jan, 31::Supnlies Inv, +: Js: 1¢ 00 
Ei aay | a ae a :*Profit & Héess" sore 115 OGt: 
Salaries i jt. 3A B90 pagel 25) 
B44 frp : : ee rigie hs fore” ee ere 4 
Jan, 31:: Clerk for : Ber :iJan. 31: ‘Profit'& Logs *:°J5:; 100 00 
_: month o Jon 1 (TOO Ona. ib al De eames aenrre 


__-General Bxpenses.- os - (Pace 24). 


1944 : dud 2 31944 ta tas es : : | 
Cans ah tle) yp dikent oe Cote | :1Jah; Si: Profit & Loss : J5:.. .22 00. 
t ete, mts Jag 22 00:; ack ae 
Depreciation “Care. "e: aioe « 
eye 
1944 : iS teal Urge ten: re Re ns a ae Se auth es: 
Jan. 31; Farn. & Fixt.: J4: 8 00: iJan, 31: Profit & Loss : sei 20 00 
: Building. 3 J4: TS GOs vic cha cat is inrearenn: sae 2 
“ Interest: Expense..." | , 
Hepreckation. Pace 26 


1944 ie See i ean VAs. : : 
Jan. 31; Accrued Mtve. : J4; a 00: ran, “ol: Profit & Loge ce “iS¢ 5 00 


seh hae "ppailes: aodea 


; + 1944 M . ae _ 
::Jan, 31: On mortgage  J4: 5 00 


{ 


COMPLETION OF THE ACCOUNTING PERIOD 


— 


Beamer ee 
= ne age” EXD. 
: fou a Capital 


Text No. 5 
Prepaid Insurance eH iomapnaiiatie 2: eee 
cig | wl aoe | he Mai 
Jan. (31 | 12/31/bs bie! \ eh i | fie 
| . ' 4 Fay ate 4 i 
Patent! Aare Aah io at __Store $ upplies s_Inventory ie wee et “(Page Es ae 
194d bole ge Ue 2a : i | 7 oy 
i|Jan. 31 ee Hand ah: | 101 00° ky ie ioe Wa clewicl 
Sear eave Pe CE MO ee ae Loran 
Profit eee: ei a ; . (Page 30) u 
pe |  aweath el 
{|Jan. By ‘Purchases(cost ales, net 55) 1 | 700 , 00 || 
| ‘jof ‘goods sold) 1 J5ts iscounts on | Lert 
{31 {Discounts on See Py urchases ‘tise all | 
| {Sales eae i aoe } | 
| ilTnsurance 13 np ee | 
| kdvertising Jd | ae 
rt Supplies” used -}.J5) 
(Salaries J5: 
| UGent] Expenses | J5 | 
| J5 a 
o J5! cent | 
J5} | 
I 


15. .. POST-CLOSING 1 TRIAL L BALANCE 


After the books have been ‘closed, some bookeepers consider it’ advisable te 
take. another trial balance for the purpese of checking the accuracy of the 
books and furnishing a basis for the preparation of one of the major financial 
statements—-the balance sheet. A trial balance such as this, taken immediately 


after closing, is known as a post-closing trial balance, ana ‘contains only real 
account balances, with valuation accounts as follows: ' 


 <8o "Dani Ross. _.. 
Post-Closing Trial Bal Balance ee 


~~ danuary 31, 1944 . 


Cash el, 335 
John Doe 500 
Notes Receivable | ae a 600 
Inventory 23320 
Furniture and Fixtures 600 
Reserve for Depr. of PRES is & Fixtures # 5 
Building 5,000 
Reserve for Depreciation of Bulldtne 15 
Land 1,500 
City Supplies Company 25 


the 


* 


COMPLETION OF THE ACCOUNTING PERIOD 


Text No, 5 


“Dan Ross ~ 
Post-Closing Trial Balance (Cont.) 
Notes Payable” — $ 3,250 
_Mertgage Payable gat wr gee 1,000 
Dan Ross, Capital .. > wm are: 7,705 
-. Accrued Interest Payable . +) 
' Prepaid Insurance yi iE oS 110 ta 
Store ages Inventory moe 19 
& 32,005, ™ete-oue 


16, TEE BALANCE. SHEET. 


Periodically the owners of a business call upon the accountant or. bookkeeper 
to furnish a statement showing total assets, liabilities and capital, Such 
a statement taken from a double entry set cf books is called a Balance Sheet, 
The balance sheet is an important financial statement not only because it 

is the basis of the entire accounting structure but also because it affords 
“invaluable infermation to anyone who is interested in the affairs of the 
‘business. A balance sheet prepared in accordance with approved methods 

of accounting gives an accurate presentation of the financial condition of 

a business. cat a given date, 

An dec nti Hoe of the ee of Dan Ross at pinnasy 31 reveals that all the 
real acceunts are open and that all the ‘expense and incoite accounts are 
closed. The balance sheet is based upon the epen accounts. “If the accountant 
wishes to prepare 2 balance sheet, he may gather all the required data from 
the ledger and merely transcribe the balances of the asset, liability, and 
capital accounts to a standard balance sheet form, However, since a post- 
closing trial balance has been prepared, it will not be necessary to refer 
‘back to the ledger. A balance sheet may be prepared by rearranging in pre~- 
per form the items set forth on the post—clesing trial balance, This re- 

‘ arrangement consists of setting up all customers! accounts on the balance 

’' sheet under the heading of Accounts Receivable and all creditors! accounts 
under the heading ef Accounts Payable; indicating the valuation reserves 

- On the debit side as a deduction from the assets to which they are reiated, 
arranging the items according to asset, liability, OF capital rather-than 


‘ merely debit er credit, 


There are two forms in which balance sheet accounts may be set un~- 

the acceunt formand the renort form, In the account form, assets annear - 
uvon the left-hand side, liabilities and capital uvon the right-hand side, 
The following 36. an illustratim of the balance sheet arranged in agcount 

form: ae 
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é& 


Balance Sheet t Januar: ry 31, L9AL 


Assets ieee 
Cash ts 355 
Accounts Receivable 500 
Notes Receivable £60 
Merchandise Inventory 25 350 
Furniture & Fixtures 9600 
Less: Reserve for 
Depreciation 5 595 
Building 5 ,0CO 
Less: Keserve for 
epreciation__ 15 44985 
Tand 1,500 
Frepaid dnsureice..) 110 
Store. Surplies Inventory — 10 
v11,985 


lotal assets... 


The Ronout form’ lists 
Cne form seems. to be about ae 
is #asf em to 


for the purpose of illustrating | 


Dan Ross” 


asseus first, 

commen as 

‘orepare ‘én the tynewriter, 
i 


Liabilities . 
Accounts Payable » SERS 25 
Notes Payable > SOM eeu 
Accrued Interest Payable | oy ay 5 
Miort gage Payable é 1,900 
“Net Yorth’ 
Dan Ross, Capital 7 500 
Net Profit for Month _. 205 Lefoo 
Total Liabilities and 
Net worth: , #1, 985 
“followed by liabilities’ and ee liee ,. 
the other. The report form, however’, 
Below are the same items rearranged 
report tos of balance sheet: - 
& 


dRalanters Sheat January 31; 1944 
Assets 
Cash «200 Oba, oe ty } 1,335.00 
Accounts Receive able pbs +o te 500.00 
Votes Receivable = bgves shhh"? des chee Tam) Raa Wy de ebm keane oem 
Merchandise Inventory |... :. 3 nike Heil, a a hast 2,350.00. 
Furniture ana: Fixtures 28 9 ait ‘> 600. EXT aus mii 
Less: Reserve for’ ‘Depreciation i 00 , 595,00 
Building - Eee Pe oR 000.00... : 
Less: Reserve for Depreciation RAO. fate. sbtiele ee aia ld 
Land Mog i 1,500.00 
Prepaid Insurance 110.00 * 
Office Supplies inventory tec: OO 
Total Assets 1,985. 00 
pitas 


“Ss. 


couPERTHON-OF /u..) ACCOUNTING PEREOD 


Text No. 5 
a Liabilities _ 

Accounts. Payable ar AGH Puranas ne ner arene i 8 
Notes Payable : i: repel. AEE Tee i eo 00 
Accrued Interest Payable es Reb 3 | 5.00 
Mortgage Le hve cel ~ 1,000.00 

Dan “Ross, Capital mE oS” AE. Sor 5G0,00 | : 
ote Profit. f6r- Month: Hs Soawiiet sot Re ie ane eeX205 ©0 __7 705.00 
» Total Liabilities and Net sigrbies 2 mot P11 5985.00 


og TE the arrangement oe ‘items’ ander thes fests, of Assets, we have chosen . 
Diy startet: Baish and- list, Re various ‘assets ' “En order of their realization, 


“while liabilities are” shown ’ ih. the: lay oo order of their Liqut qabaors 


ee 


na tiie * me 


Fe THES THES PROEL Teh wD LOSS. STARE, 


“at the close seh an acécinting period, the owners” and management of. a . business 
want to know the. results of operations. it istrue that this ° ‘could be 
ascertained “by compabihig “the® ‘amouts ° ‘of -net* wOorthds zai sclosed: by * the opening 


and closing balance sheets. after taking into corisidération any withdrawals . 


or contributions of capital. “Merely to know that a gain has been realized 

or a loss sustained, however , is not sufficient. The management needs to 

know why a net profit’ or net loss has occurred. Since the income and expense 
accounts show the causes for profit or loss (change in capital from operations), 
another report must be provided to outline and i ean these causes. The 
report that serves this purpose is known as a profit and loss. statement. 

This statement may be given other titles, such as a statement of earnings 

and expenses, statement of revenue and expenses, income statement, Saeki 

of oper ae ohtol etc. 


Since the income and expenses are summarized in the Profit and Loss ledger 
account, these data may be said.to constitute the basis for the prefit and 


less _ StaBetisht. -Pherefore, in order to prepare a profit and loss statement, 


‘iit, is. only. necessary to mak @ transcript of the Proiit, dnd Loss Account in 
tt B. ledger. * Tfe thes items are similarly arranged, t hat is, expenses on the 

left and income on the.right, the statement is known as an account form, or 
technical form, of profit and loss statement. Inasmuch as the report form 

iss more easily prepared:'on the typewriter, it is cig inebayth to master this 


_ 86rm” of profit and loss statement. 


In the report form of rere and loss. statement for a merchandising concern, rs 
there are ordinarily three sections: (1) the "Trading" section shovring sales, , 

cost of goods sold, and gross profit; (2) the "Operating Expense" section f 
showing’ ‘the costs of selling goods ‘iain mana eng the business;. and (3) the 


pe 


snenoial and other. 


"Other income and Expense" seuul on showing £ 
income AG expense. Re RNR of 


The following isa rapere fie ononat and ‘loss. statement prepatitenetantembna 
| data found in ‘the Profit and Loss account of Ban Ross and the Sales, ghd” sto 
R Purchases,accounts for detailed information as to trading: .-: mares, ROA 


py 4) ade 
i Dan oss . J 
% TS ee g 
‘ ry ys .' i oe 
‘a ie -*)Proefit and Loss Statement 1 ai Mag i pant 
4 Pah Way RR ar ania yok Rm ame eae ae aunt micict ES pee Sere ene ae eee 
oS 4 Ot aery 3 ~ “Oo, 80S Lis AAG, RSS a ae 


a Rie. For the month of. January 19uA4 - 


ae Sales. aeeio. oii # “Edge to abited ls sae: ely, ail he. seu aggeratl 0280 OO ug, 
oa... Less: ‘Reéturns, and, Adjowangest iis} er yor evane. pote Berl’ op cust gel eatiee Oe Rey 
Net Sakeaihinolt tiedt to debrarehdaditen auth Gil Aeode’ sao or 51; 700,00 00 | 
4 Cost of Goods Sold: Pe it a ei +1 yA) 
| Merchandise Inventory Jan. 1 | “Geeta ip G29 500 00 reget ae : 
4 feurenages, pL yO a aati 
a 9 Hess» . Réturns: & Allowances’ sox. Sos 50400» ta DOO, 00 anole ott 4a 
ee Freight and Cartas 7 zn * hernia ¥ 47, Se aves rtp, Pace sOGie's ea "e Tuee 
g ha, Goods! Available ‘for Sale- Me Sie, Us Ba I JR) Are tying tots Mabie ; 
Ag ferchandise ‘ ‘Inventory van Bu: De + Sie We aida ee, 330% OO! Ba" sgh Slog 260400 
Gries Profit on Sales Roe dete wetsthod qivatel «bed kage Eo Rete ee ao 
»- Operating’ moepen se s ort! ° . Sivek a doit -ph y jie par hedeik geak ® Be 
ig bos 4 eeAUranGe & ei ee" 4. he a ig Sete , ee * 710,00 we é te Wort 
i Advertising ‘fesings gh winked Swot. ae cep ea 60 00 wore’ edu 
, Supplies, used: soot! thelnts tae sabfdem o& Bahhwas L5nQO Seromert’ se touts 
 Selapion wis Shak beer J ow ee “ socetive tA PO Oya goats seseme 
, Deprephatiote’ sey sui y aie pau tO Hern gPOROO Atiaust estes eke 
General Expenses * y RA Ome 5 nutes £2. Ue het 2322700 


a Operating Profit be oy Snes a 213.00 a 


Other Income: ey ab aie SiS MY AT 
.. Dissegunts’. 6h Purchases), siz af fag prt anew Ga OOeany yoke 
Other, Expenses | teh fw? ott “eter teeain oft Shee so eek ade ee PO gan 
Discounts oh 'Sales (60 bse SP 1000s; ,, oneal hatlont!  akihimeiaa 
Interest Eenent Aw. 2 et a * cay bebe gOS: rey 63, abiywiO: ee g. 8,00 
Net,, Profit, for th vonth | bile. CIR Bore ga fo eT 3 Bes D6 ae 


6 Ya “i ees gig stat ould Ne ey ns Ara, ‘y Rp ven + i : Vis 
5 STATRLENT i Y FOS r } dete aiot bee deeoe Wait ad E 
* in ; “ei Ste beppeegne | . oie, Poeeaobeare . oe a 
. The foregoing Atak ereavee have been drawn up, dia order. re point, out. peor Casket 
L _ fundamental principles rather than to stress construction of the forms, The 
. 


pe ' forms in which Stateménts are prepared» present many variations, depending: upon . 
' . the. size and” character of the: business, " cohen practieal purpose | would fe i mets 
a served by attempting at present to study the: accounting «technique: pertaining iE 
hee to more iAvolved statements, ‘It mair be advisab} Ley how ever , to. ‘gaily attenti ; 
"a to the manner in which the two basic ah ments are headed, The heading a 
i each statement contains (1) the name of the concern and (2) the title of the 
es statement, The profit and loss statement then shows the veriod daring which 
x. the profits were earned, while the balance sheet gives nerely t he closing © 
| ; 


4 
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Text No. 5 


date}; that is, the profit and loss statement covers business operations over 
a  certiod: of time, while the balance ‘sheet intends to show the financial, 
condition of the business: at a eben sans Baber 


A more detailed discussion of statement forms, content, and preparation will 
be given’ ina subsequent. TRE 


19.. SUMMARY. 


The steps in adjusting sina closing’ the books and preparing statements may be 
summarized as follows: 


1. Take a pre-closing betet. balance - 6656 the accuracy of the ledger. 
2. Adjust the pre-closing trial balance by making entries for: 
(a) Merchandise inventories 
(b) Estimated depreciation 
(c) Bad debts 
(d) Deferred charges to expense 
(e) Deferred credits to income «-. : 
(f) Accrued assets and income ~ 
(g) Expenses and accrued liabilities 
3. Prepare an adjusted trial balance after posting adjusting entries. 
4. Debit income accounts and credit:Profit and Loss to transfer income. 
Debit Profit and Loss and credit expense accounts to transfer expenses. 
5. Close Profit and Loss Account balance into the Capital account, unless 
a personal account has been’ set#upy to show withdrawals and additional 
investments of capital. In t¥aisevent ‘nst vrofit or loss would be 
closed to the personal account Bigthe personal account balance then 


closed into Capital... a at Pye e-. Mish 
6. Prepare a post-closing” trial balance., mets 
7. Prepare a balance-sfeet from-Sery sosttcliévilig trial Wakances the actual 


ledger accounts re#hining opéa,: ar from. theraldjtiste@ trial balance. 

8. Prepare the profit and@loss’ statgnentt sither ‘from: the Profit and Loss 
ledger account. or front the, Jadjustied . brial Balance. Refer to Sales 
and Purchases: ‘aesohnts for, ovens of, hnerchandise trading. © 


*. 
~ 


not be carried any pupae since eee have seryed.. tie purpose for hich 
they were intended. The important features of ‘this or any double entry set 
of accounts extending over a definite’ ‘period of time are: 


(1) The opening balance sheet, used as a basis for the initial 
journal entry; 

(2) The journalizing and posting of all transactions; 

(3) Adjusting and closing the accounts at the end of the periods 

(4) Preparation of the profit and loss statement and the closing © 
balance shcete 


Rig 
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ie the balance sheet marks the terminus, of an’ accounting period, aid as teen 
aptly referred to.as the origin-and purpose of all accounting.. ARG the 
further study of accounting, therefore, the effect of each journal entry 
upon the balance sheet should always be kept clearly in mind, It has been « 
illustrated that although the balance sheet: is alteréd by éach business * 
transaction the relationship of its elements is constant and can always be 
expressed by the fundamental equation Assets ~ Liabilities plus Capital. 


. 


~23. 


